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The War Debts 


met The following analysis and summary were prepared for the Department by an exceptionally competent economist 
and is believed by our staff and advisers to be sound and adequate—TueE Epiror. 


ities F With the official acceptance of the Young Plan, another 
stage has been completed in the history of the war debts. 


The vast body of international indebtedness, bequeathed 
bad by the World War, has represented perhaps the most 
must § qifficult and vexatious problem in the post-war relations 
ge among the formerly belligerent powers. Only gradually 


has this problem resolved itself into a series of arrange- 
ments looking toward an eventual liquidation of the debts. 
OOP’ FiJt is much too early to say that the question of the war 
bts has been definitely solved and that no changes are 
ikely to occur in the programs set up for their extinguish- 
ment. But at least, after a decade of negotiation and dis- 
cussion, the nations concerned are much further ahead 
along the road leading to its eventual solution than they 
were in the years immediately following the war, when 
ov began to take the first hesitating steps in coping 
with it. 
The purpose of this monograph is to trace the origin 
of the war debts and to describe the various funding agree- 
ments concluded in connection with them. In addition, 
an attempt is made to set forth the economic factors in- 
volved in the liquidation of the debts and to summarize 
the arguments that have been advanced in favor of, and 
ning, S2inst, further revision of the settlements that are now 
mm operation. The discussion is followed by a statistical 
rs at UMmary and a selected bibliography. 


‘igher 
mind I, ORIGIN OF THE WAR DEBTS 
a The war debts are of three-fold origin: 1. The financially 


faith powerful belligerent countries made loans to their weaker 
allies during the war; 2. Relief credits were extended, 


os principally by the United States and Great Britain, during 
se to the early post-war years to a number of former belliger- 
ow to ents; and 3. Various obligations for reparation, restitu- 


neels tion, reimbursement of army occupation costs, etc., were 
Imposed by the treaties of peace upon Germany and her 
kind- former allies. For the sake of convenience, we shall speak 
of the debts belonging to the first two categories as the 
0 the ,liter-allied debts, and of those belonging to the third 
sA@'esory as the reparation debts. 

Bi During the war, all of the European belligerents found 
selves compelled to go outside their frontiers for the 
xious purchase of essential supplies. Partly because of the dis- 
” organization of their own production as a result of mili- 


tary operations, partly because most of them would not 
have been able, in any event, to produce adequate amounts 
of war supplies, the countries engaged in the World War 
were obliged to expand the volume of their imports. With 
the exception of Great Britain on the side of the Allies and 
Germany on the side of the Central powers, none of these 
countries had the means with which to pay for their 
purchases. As a result, Great Britain and Germany be- 
came the bankers of their respective allies, giving them 
financial assistance in the form of loans. 

Cut off from the United States and the other overseas 
countries, the Central powers had to rely mainly upon their 
own resources and upon their comparatively small pur- 
chases in the adjoining neutral countries. Their require- 
ments for means of foreign payments were, therefore, 
relatively small. The Allied powers, on the other hand, 
with the world’s sources of supplies open to them, bought 
on a large scale. By the time the United States entered the 
war in April, 1917, not only her allies, but Great Britain 
herself was hard pressed financially, and welcomed most 
ardently the assumption by the United States of the role 
of banker to the Allied powers. 

From the first half of 1917 until the end of the war, 
the United States Treasury, under the authority of the 
various Liberty Loan Acts, granted loans to nine Allied 
powers. The largest borrower was Great Britain, partly 
for herself and partly for the purpose of fulfilling her 
commitments to the other Allies. Next in importance came 
France, Italy, Belgium and Russia. 

After the termination of the war, the war debts of the 
Central powers practically ceased to exist. Under the 
terms of the treaty of peace, Germany ceded her claims 
against her former allies to the Reparation Commission, 
and they became a part of the complicated system of obli- 
gations administered by that body. The debts of the various 
Allied powers, however, remained standing and were later 
on funded into regular obligations. 

Even after the end of the war, some of the former bel- 
ligerents still found themselves in need of financial assis- 
tance. Accordingly, the governments of the United States 
and of Great Britain continued during the early post-war 
years their policy of extending credits to their former 
allies. France and Italy also extended credits to some of 
the smaller belligerents. Some of these credits were for the 
purchase of surplus war supplies, and some for relief 
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purposes. Relief credits were granted not only to the former 
Allied powers, but also to some of the newly established 
countries and to the formerly hostile Austria and Hun- 
gary. Altogether, the United States granted credits after 
the war to fourteen countries. The funding of these credits 
became a part of the process of regularizing the inter- 
allied war obligations. 

Such, in brief, is the origin of the inter-allied debts. 
They grew out of the abnormal commercial operations 
necessitated by the war and the conditions prevailing dur- 
ing the early post-war years. 

The reparation debts are different in origin. They rep- 
resent an obligation laid upon the Central powers to make 
good the damages inflicted by them on the Allied powers 
-in the process of waging the war. Germany bears the 
principal burden of reparation liability. But similar lia- 
bility rests also upon Bulgaria and upon what remains of 
Austria and of Hungary. Finally, a reparation liability in 
the form of so-called “liberation payments” rests upon 
the other heirs of the former Austro-Hungarian Mon- 
archy. All these obligations have been the subject of pro- 
tracted and oftentimes acrimonious negotiations and of 
numerous conferences and agreements, culminating in the 
Young Plan and the series of arrangements growing out 
of it. 

While the two sets of war debts—inter-allied and repara- 
tion—are different in origin, they have two important 
features in common. The first is that they are both inter- 
governmental in character. The second is that, as we shall 
see later on, the economic factors involved in their liquida- 
tion are identical. 


II. FUNDING OF THE INTER-ALLIED DEBTS 


The inter-allied obligations incurred during the war 
were in the form of demand notes held by the Treasuries 
of the lending countries, that is, primarily by those of the 
United States and Great Britain. The question of their 
conversion into funded debt, repayable in regular install- 
ments, did not arise until after the termination of hostili- 
ties, and on this question there developed two diametrically 
opposed points of view. 

The Allied governments urged the advisability of con- 
sidering all obligations growing out of the war as one prob- 
lem and of handling their adjustment by means of joint 
action on the part of all the governments concerned. The 
government of the United States, on the other hand, main- 
tained that since each of the debtor countries had incurred 
its obligations separately from all the others, the adjust- 
ment of such obligations was a subject for bilateral nego- 
tiations as between the creditor and each particular debtor. 
The American government was especially emphatic in 
stating as its view that the inter-allied and the reparation 
debts should be regarded as separate and distinct, rather 
than as interconnected. 

After sporadic exchanges of views over a period of 
three years, in the course of which Great Britain and some 
of the other debtors of the American Treasury advanced 
proposals ranging from an all-round cancellation of the 
war debts to varying degrees of partial cancellation, the 
question was finally settled by the passage of an act of 
Congress, creating a commission “authorized to refund 
or convert obligations of foreign governments held by the 
United States.” As approved on February 9, 1922, this 
act set forth the conditions under which the funding was 
to take place and provided, in its section 3, that “this act 
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shall not be construed to authorize the exchange of bond 
of any foreign government for those of any other foreigy 
government, or cancellation of any part of such indeht. 
edness except through payment thereof.” 

In accordance with the act, invitations were addressed 
by the government of the United States to all debtor 
governments to begin negotiations for the funding of the 
debts. Great Britain, the largest debtor, was the first to 
negotiate a funding agreement, which was not, however, 
signed until June, 1923. In the meantime, in May of that 
year, Finland signed a funding agreement. During the 
following year, agreements were signed with Hungary, 
Lithuania, and Poland. In 1925, six debt funding agree. 
ments were concluded, with Italy, Belgium, Czechoslo- 
vakia, Rumania, Latvia and Esthonia. In 1926, France and 
Yugoslavia signed funding agreements ; the ratification of 
the French settlement, however, was delayed until 1920, 
Greece funded her debt in 1928, and during that year a 
funding agreement was also negotiated with Austria. At 
the present time, therefore, all of the war debtors to the 
United States Treasury have concluded debt funding 
agreements, with the exception of Armenia, whose govern- 
ment no longer exists, and Russia, whose government still 
persists in its policy of debt repudiation. 

After the American debt funding policy became defini- 
tively fixed, the British government announced the policy 
which it intended to pursue in dealing with its debtors, 
Embodied in a note, addressed on August 1, 1922, by the 
British Secretary of State for Foreign Affairs, A. J. Bal 
four, to the diplomatic representatives in London of 
France, Italy, Yugoslavia, Rumania, Portugal and Greece 
this policy laid down the principle that the amount of in- 
terest and repayment for which Great Britain’s debtors 
would be asked would depend not on what they owe to 
Great Britain, but on what Great Britain has to pay to 
America. The Balfour note stated that the British govern- 
ment had favored the policy “of surrendering the British 
share of German reparation and writing off, through one 
great transaction, the whole body of inter-allied indebted 
edness.” Then it continued: 


But, if this be found impossible of accomplishment, we wish 
it to be understood that we do not in any event desire to make a 
profit out of any less satisfactory arrangement. In no circum- 
stances do we propose to ask more from our debtors than is neces- 
sary to pay to our creditors. And, while we do not ask for more, 
all will admit that we can hardly be content with less. ‘ 


‘Accordingly, the governments of the countries in debt 
to Great Britain were requested “to make arrangements 
for dealing to the best of their ability” with the loans con 
tracted during the war. It was not until 1926, however, 
that debt-funding arrangements were completed by Great 
Britain’s two principal debtors, France and Italy. Similar 
agreements with most of the smaller debtors were reached 
still later. 


II]. CHARACTER OF THE INTER-ALLIED DEBT 
SETTLEMENTS 


The Act of Congress of February 9, 1922, laid down, 10 
the form of instructions to the World War Foreign Debt 
Commission, the precise terms on which the war debts, 
were to be funded. Not only was there to be no cancellatio, 
of any portion of the original indebtedness, but all repay 
ment was to be carried out within a period not extending 
beyond June 15, 1947, and the debts were to carry a rate of 
interest of not less than 4.25 per cent. These terms were 
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ot, however, applied to any of the funding agreements 
concluded by the Commission, and Congress, by means of 
an amendment to the original act, adopted in connection 
with the settlement with Great Britain, approved important 
deviations from them. 

The American-British debt settlement calls for the re- 

ent of the whole sum borrowed by Great Britain from 
the United States Treasury in 62 annual installments. The 
funded principal of the debt consists of the amount of the 
original advances to Great Britain plus accumulated in- 
terest at the rate of 4.25 per cent for the period up to the 
signing of the agreement. After that, interest is calculated 
at 3 per cent during the first ten years and 3.5 per cent for 
the remaining 52 years. Payments on account of principal 
are so adjusted that they rise as interest payments fall, 
making the total installments uniform during the first ten 
years, and then again uniform at an increased figure during 
the remaining 52 years, 

The debt settlement with Great Britain became the 
model, with slight variations, for eight other agreements— 
those with Finland, Hungary, Poland, Esthonia, Latvia, 
Lithuania, Czechoslovakia and Rumania. In the case of the 
first six of these settlements, the variations were very 
slight. In the case of Czechoslovakia and Rumania, while 
the rate of interest is the same as for the other countries, 
aportion of the interest payments during an initial period 
isdeferred and is added to the later payments. This initial 
period is 18 years for Czechoslovakia and 14 years for 
Rumania. 

The Belgian settlement represented an important de- 

tture from the British model. The debt was divided into 
two portions: pre-Armistice and post-Armistice. On the 
first part no interest is charged; on the second part, in- 
terest is charged at the same rate as in the case of Great 
Britain. The total payments rise gradually during the first 
ten years, until the standard annuity is reached in the 


dleventh year. All the other settlements—those with 
France, Italy, Yugoslavia, Greece and Austria—departed 
still more from the British model. In each case there is an 
initial period during which no interest charge is made, 
which is followed by a gradual rise of interest rate. Prin- 
cipal details of the various settlements are given in Table 
lof the Statistical Summary. (See page 11.) 

All of the debt-funding agreements concluded by the 
World War Foreign Debt Commission were based on the 
pinciple that the original amounts of the various debts 
and accrued interest to the date of settlement must be re- 
paid in full and that whatever alleviations were to be 
sranted would be expressed in the variation of interest 
rates during the period of repayment. If the minimum in- 
terest rate of 4.25 per cent fixed in the act of Congress 
eating the Commission be taken as the nominal obligation 
of the debtors, then it is clear that all of the funding agree- 
ments represent a certain amount of cancellation, varying 
wth the interest rates actually charged. The degree of 


‘ancellation in each particular case is determined by a 
‘omparison of the principal of the debt at the date of fund- 
78 and the present value of the funded debt on the basis 
‘fa 4.25 per cent interest rate. The percentages of can- 
tllation in the fifteen agreements concluded so far range 
slightly under 20 in the case of settlements conform- 

to the British model to 75.4 in the case of Italy, and 
ogy in Table II of the Statistical Summary. (See 


the _debt-funding settlements concluded by Great 
‘lain with her debtors, only in the case of France were 


[3] 


Saturday, March 1, 1930. 


the same general principles followed as in the American 
settlements. The funded principal of the French debt to 
Great Britain is made up of the amount actually borrowed 
and accrued interest; current interest is at a lower rate 
than that which France has to pay on her debt to the 
United States. In the case of Italy, no distinction is made 
between principal and interest, and the total of the pay- 
ments to be made by her to Great Britain is less than the 
amount actually borrowed. Similar treatment was accorded 
to the smaller debtors. The Anglo-French and the Anglo- 
Italian agreements also contain provisos in conformity 
with the Balfour principle, in accordance with which, 


If at any time it appears that the aggregate payments effectively 
received by Great Britain under Allied war debt funding agree- 
ments and on account of Reparations or of liberation bonds 
exceed the aggregate payments effectively made by Great Britain 
to the government of the United States of America in respect of 
war debts, an account shall be drawn up by the British Treasury, 
interest at 5 per cent being allowed on both sides of the account; 
and if that account shows that the receipts exceed the payments, 
Great Britain will credit France (Italy) against the payments 
next due by France (Italy) under Article 1 of this Agreement 
with such proportion of that excess as the payments effectively 
made by France (Italy) under Article 1 of this Agreement bear 
to the aggregate sums effectively received by Great Britain under 
all Allied War Debt Funding Agreements. Thereafter a similar 
account will be drawn up by the British Treasury each year, and 
any further excess of the receipts over the payments shall each 
year give rise to a credit to France (Italy) of a proportion of 
such excess calculated in the manner indicated above. On the 
other hand, any deficit shall be made good by an increase in the 
payments next due by France (Italy) up to a similar proportion 
of such deficit within the limit of the total amount of the credits 
already allowed to France (Italy) under this Article. 


Finally, in the British debt settlements with France and 
Italy provisions are made for a gradual return to these 
countries of the stocks of gold which they had shipped to 
Great Britain during the war as partial security for the 
loans made to them. Under the original agreements cover- 
ing these gold shipments, the metal was to be restored in 
proportion as the obligations were paid off. 


IV. REPARATION PROBLEM PRIOR TO THE DAWES PLAN 


The treaty of Versailles imposed upon Germany the 
obligation to make reparation for all damage “done to the 
civilian population of the Allied and Associated Powers 
and their property by the aggression of Germany by land, 
by sea, and from the air.” The amount for which Ger- 
many was thus to be held liable was not fixed in the treaty, 
which merely provided that a bill was to be drawn up 
covering the claims of the various creditor powers. After 
much discussion and under the pressure of political con- 
ditions, especially in Great Britain, the Peace Conference 
agreed to include in these claims not only the amounts 
needed to make good the physical damage resulting from 
the war, but also pensions and separation allowances. This 
fact made the eventual bill against Germany more than 
double what it would have been otherwise. The drawing 
up of the bill itself, on the basis of the claims put forth 
by each of the creditor powers, and the subsequent collec- 
tion and distribution of reparation payments, was en- 
trusted to a Reparation Commission, which was to be set 
up under the authority of the treaty. 

The Reparation Commission completed the first part 
of its task, namely: the assessment of liability, by April 
27, 1921. It fixed the total of Germany’s reparation lia- 
bility at 132 billion gold marks, to which it added 4 billion 
marks to cover the war debt of Belgium (for which Ger- 
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many had been made specifically responsible). Germany 
was thus confronted with a debt of 34 billion dollars. Im- 
mediately after the completion of the Commission’s task, 
an Allied conference met in London to draw up a schedule 
of payments by means of which this debt was to be dis- 
charged. 

Under the London schedule of payments, the reparation 
debt proper was divided into three series of bonds: A 
bonds for a total of 12 billion marks; B bonds for a total 
of 38 billion marks; and C bonds for the remaining 82 
billion marks. Bonds A and B were to be issued and de- 
livered to the Reparation Commission and provisions were 
to be made for their liquidation, with interest at the rate 
of 5 per cent per annum, while bonds C were to be left for 
future discussion. In this manner, Germany was made 
immediately responsible for definite payments on an in- 
debtedness equalling 50 billion marks, as well as for 
defraying the costs of the armies of occupation, the repay- 
ment of the Belgian debt, and the liquidation of a variety 
of claims of private citizens. Against the unfunded por- 
tion of the debt, represented by bonds C, were to be 
charged the credits due to Germany on account of cession 
of property to the Allied and Associated governments and 
the payments already made by Germany up to the time of 
the London conference. 

Germany was required to pay every year the sum of 
2 billion gold marks and a sum equivalent to 26 per cent 
of the proceeds of her exports for the year. These payments 
were to cover everything that Germany was to pay under 
the treaty, and were to be reduced to the interest and 
amortization charges on bonds A and B as soon as other 
obligations than the reparation debt had been discharged. 

The London schedule of payments was submitted to 
Germany with a demand, expressed in the form of an ulti- 
matum, that she accept it in full. When she protested 
against the size of payments on the ground of her inability 
to meet them, notice was served upon her that her refusal 
to accept the terms would result in the Allied occupation 
of the Ruhr Valley and the seizure of the German customs 
and of certain other revenues. After that, Germany signi- 
fied her acceptance, though still under protest. 

Prior to the meeting of the London conference, in the 
course of the year 1920, a series of inter-allied conferences 
took place dealing with various aspects of the reparation 
problem. The most important of these conferences was 
held at Spa, where a protocol was drawn up in accordance 
with which the costs of military occupation were to have 
first claim on German payments, while the amounts that 
remained were to be divided in the following manner: 
France, 52 per cent; Great Britain, 22 per cent; Italy, 10 
per cent; Belgium, 8 per cent; Japan and Portugal, three- 
fourths of 1 per cent each; the remaining 6.5 per cent were 
reserved for Greece, Rumania, Yugoslavia, and other 
Allies not represented at the conference. 

In accordance with the London schedule of payments, 
Germany made one cash payment of one billion marks on 
September 1, 1921. Then, after a series of postponements 
and moratoriums, the Reparation Commission temporarily 
suspended all cash payments on August 31, 1922. Pay- 
ments in kind, however—that is, deliveries to the creditor 
countries of materials requested by them the value of which 
was to be credited against the annuity—continued, though 
with some deviations from the program of such deliveries 
as formally drawn up. 

All through the year 1922, the atmosphere surrounding 
the business of reparation collection was very tense. The 
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Germans continually protested their inability to make theygi\" 


prescribed payments. The French continually charged tat 
Germany with bad faith. The British had become convinced ae | 
of the economic impossibility of carrying out the London Hung 
program and were urging upon France a policy of mod. dent 
eration. As that year drew to a close, it was perfectly eg. 
clear that an explosion was inevitable. The French were J yeitt 
rapidly losing their patience, and finally things came toa J of ea 
head when, on January 9, 1923, the Reparation Com- was ' 
mission, on the proposal of its French member, declared paym 
Germany technically in default, this declaration, under J franc 
the terms of the treaty, giving the creditor powers the 
right to apply to Germany measures of coercion. The mo- Vv 
mentous resolution of the Reparation Commission was ; 
passed by a majority of three votes to one, the French, Th 
Belgian, and Italian delegates voting for it, and the British expet 
delegate casting his vote against it. Two days later, French J of G 
and Belgian troops marched into the Ruhr. aratic 
The occupation of the Ruhr had a number of important f adopt 
consequences. It signified the cessation of all prescribed J feren 
reparation payments, the only Allied receipts during the J July 
period of occupation being the proceeds of the Franco- Ur 
Belgian operation of the Ruhr industries and the collection probl 
by the British government of 26 per cent of the value of J fore, 
German exports to Great Britain. This, with Germany's J tion | 
own obstructive activities, completed the post-war economic J how 
disorganization of the country and consequently rendered just , 
hopeless any prospects of effective reparation payments by J eyer , 
Germany, especially since the results of the operation of only | 
the Ruhr industries by the occupying powers were high’ Poise. 
unsatisfactory. But at the same time, it served to place tie consi 
whole reparation problem in a new light and to open the { Germ 
way for a new approach to the question. ; : accor 
By the end of 1923, all of Germany’s creditors, including many 
France, became convinced that, if any substantial repar J Long 
tion payments were to be made, Germany must be given at Ff essen 
opportunity to rehabilitate her economic life, while the Wi 
London schedule of payments must be revised downward fits ay 
to more manageable proportions. Under the influence of’ fF sched 
number of factors, the creditor powers agreed to the aj the f 
pointment of an international committee of experts © appr, 
recommend the measures necessary for an economic fe § cent 1 
toration of Germany and to appraise the size of pay Plan 
ments which Germany might then be expected to make first , 
The two committees of experts, which sat in Paris during F next” 
the early months of 1924, were the result. They elaborated nuity 
the so-called Dawes Plan, which became the basis of fur f ment; 
ther handling of the reparation question so far as It TF visio, 
lates to Germany. toan 
Germany’s allies in the war were also placed by the whict 
treaties of peace under an obligation to make reparation Du 
‘for damage done by them, and, although Germany was male Bee sn 
jointly responsible with them for the execution by the" gong, 
of their respective reparation programs, these program coun 
were worked out separately for each of them. In the 9 Pron, 
of Austria and Hungary, just as in that of Germany,™§ the r 
total of the reparation debt was fixed in the peace treaties the i 
but the problem was adjusted for them in connection wit impor 
the schemes of financial reconstruction in these countré nd 


carried out under the auspices of the League of Nations 
Austria was given, in 1922, a 20-year moratorium, why 
for Hungary a twenty-year schedule of payments, avelpgiy 
ing about 10 million gold francs a year, was fixed in 
The Bulgarian reparation liability was fixed in the treat} 
of peace at 2.25 billion gold francs, but under a rewad 
settlement of 1923, only a portion of this debt, namely 5 
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million francs, was funded and a schedule of payments 
Qwas drawn up for its repayment. Settlement of the 
CM) remaining portion was deferred for 30 years. Finally, 
d J 4 fiability in the form of so-called “liberation payments” 
d |} was imposed upon those portions of the former Austro- 
: Hungarian Monarchy, which had either become indepen- 


d 


dent states, e.g., Czechoslovakia, or had joined other states, 
ly eg. portions of Rumania, Yugoslavia, Poland and Italy. 
fe f Neither the total sum of these payments nor the liability 
4 | of each territory concerned was fixed though a provision 
i | was written into the original agreement regarding these 
. payments that their total should not exceed 1.5 billion gold 
francs. 


he 
7 V. REPARATION PROBLEM UNDER THE DAWES PLAN 
h. The Dawes Plan—so-called because the committee of 


sh J experts which drafted it worked under the chairmanship 
ch fof General Charles G. Dawes—was presented to the Rep- 
aration Commission on April 9, 1924. It was formally 
int f adopted by the countries concerned at a diplomatic con- 
ference of Germany and her creditors held in London in 
he J July of that year. 
c0- Under the Dawes Plan, the approach to the reparation 
on | problem was radically different from what it had been be- 
fore. Prior to the adoption of the plan, the reparation ques- 
YS J tion was considered primarily from the point of view of 
how much each of the creditor powers considered as its 
just claim against Germany, it being assumed that what- 
ever the amount of the aggregate claims, Germany, if she 
of only wished to do so, could make the necessary payments. 
| Poise: the Dawes Plan, the reparation problem came to be 
“{ considered primarily from the point of view of what 


the Germany could actually pay. The Dawes Committee was, 
: accordingly, concerned not with the total amount of Ger- 
ing | many’s reparation debt, but with the feasibility of the 
ff London schedule of payments, and the Dawes Plan is 
, essentially a new schedule of payments. 

ati Without specifically stating it, the Dawes Plan indicated 


its authors’ conviction that the requirements of the London 
schedule were impossible of fulfillment, at least at the time 
af the plan was drawn up. Instead of an annual total of 
approximately 4 billion marks (cash payments and 26 per 
_ cent tax on exports) fixed in London in 1921, the Dawes 
ri Plan called for the payment of 1 billion marks during the 
first year of its operation, and a rising schedule during the 
a next four years, until, in the fifth year, the standard an- 
al nuity of 2.5 billion marks should be reached, and the pay- 
ments continued on that scale thereafter. There was a pro- 
vision, however, that this standard annuity was subject 
a to an increase in conformity with an “index of prosperity” 
which was set up in the plan. 
During the meetings of the Dawes Committee, a dif- 
ren ference of views developed among the experts as to the 
considerations which should govern the determination of a 
po country’s capacity to meet its foreign payments. The 
tench experts insisted that the government budget was 
the real measure, while the British experts maintained that 
the international balance of payments was at least as 
important a factor as the budget. In a later section of this 
monograph, we shall discuss the factors involved in the 
liquidation of a foreign debt. In this connection, we shall 
merely mention that the Dawes Plan represents a com- 
“Promise between these two points of view. The basis of the 
Compromise was found in the Hungarian reparation plan, 
which had been drawn up by the experts of the League of 
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Nations and for which Sir Arthur Salter, the director of 
the Economic and Financial Section of the League Secre- 
tariat, was primarily responsible. Under the Hungarian 
scheme, safeguards were provided against possible adverse 
effects upon the country’s monetary and consequently eco- 
nomic stability resulting from its inability to convert into 
foreign currencies the amounts set aside in the budget for 
reparation payments. In the case of Germany, a safe- 
guarding agency of this sort was set up in the form of a 
Transfer Committee and of an agent-general for repara- 
tion payments, upon whom devolved the duty of regulating 
the transfer of reparation payments with due regard to 
Germany’s monetary stability. 

The measures adopted for the restoration of normal 
economic conditions in Germany and for the provision of 
means with which to meet the reparation payments in con- 
nection with the Dawes Plan consisted of a reorganization 
and full stabilization of the country’s currency, far-reach- 
ing budgetary reform, and the reconstitution of the German 
government-owned railways into an autonomous business 
enterprise. In order to make it possible for Germany to 
meet her first Dawes annuity, an international loan was 
arranged for her for an amount of 800 million gold marks. 
Thereafter, the sums necessary for the reparation annuities 
were to be obtained from the following sources: 1. the 
German Railway Company was to issue bonds, the interest 
on which was to be applied to reparation payments; 2. a 
block of German industrial debentures was to be placed at 
the disposal of the Reparation Commission, interest on the 
debentures to be applied to the annuity ; 3. a special trans- 
portation tax was to be introduced ; and 4. a fixed contribu- 
tion was to be made from the general budget. 

All these sums, in German marks, were to be placed at 
the disposal of the agent-general. His duty it was to con- 
vert the marks into foreign currencies, and he was given 
the right to suspend the conversion, technically known as 
the transfer operation, temporarily, whenever conditions 
warranted such a step. 

The purpose of the Dawes Plan was clearly two-fold: 
to enable the Allies to receive substantial reparation pay- 
ments and to provide a test of the measure of Germany’s 
ability to make these payments. The first purpose of the 
Plan was fully carried out. 

During the five years of the operation of the Dawes 
Plan (September 1, 1924—August 31, 1929) the schedule 
of payments provided in the plan was fully carried out. 
The necessary sums were collected within Germany, and 
no difficulties were experienced in the transfer of these 
sums. 

Interpretations differ as to whether the second purpose 
was carried out. The author of this monograph holds 
that the transfer of the reparation payments was not 
made out of Germany's own international income. On 
the contrary, during the five Dawes years Germany 
borrowed in other countries, principally in the United 
States, more than double the amount which she had 
paid on account of her reparation liability. The Dawes 
Plan had not, therefore, as yet provided a test of Ger- 
many’s ability to pay, when it was superseded by a new 
arrangement. 


VI. MovEMENT FOR A FINAL AND DEFINITIVE REPARATION 
SETTLEMENT 


The Dawes Plan necessarily left in suspense many im- 
portant phases of the reparation problem. Perhaps the 
most important of these unsettled questions was that of 
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the total amount of Germany’s reparation debt. The lia- 
bility of 132 billion marks fixed in 1921 still remained the 
official total for which Germany was held responsible. The 
standard Dawes annuity of 2.5 billion marks was insuffi- 
cient, after the deduction of treaty payments other than 
reparations, to meet even the interest charges on the 
funded portion of the reparation debt, that is, on bonds A 
and B. Germany was thus in fact becoming more and 
more heavily indebted on this account. Bonds C still re- 
mained for adjustment. The Dawes annuity itself was 
subject to an indeterminate accretion through the operation 
of the “index of prosperity.” Finally there was a mass of 
unsettled accounts between Germany and her creditors, 
involving claims for seized property, etc. 

All this created a condition of more or less permanent 
uncertainty in the German situation. An expansion of eco- 
nomic activity in Germany could, under the terms of her 
obligations, always be accompanied by increased demands 
for reparation payments. It is true that the size of these 
payments was limited by the operation of transfer mechan. 
ism, as a result of which Germany really had a sort of “pro- 
tected” system as regards the payments. But this protection 
involved foreign control of German affairs, which was 
extremely irksome for Germany and was moreover subject 
to political factors operating in the creditor countries. 

In the course of the application of the Dawes Plan, a 
feeling grew up in many quarters that the uncertainties of 
the situation should, as far as possible, be removed. In 
1927, S. Parker Gilbert, the agent-general for reparation 
payments, began to urge a definitive settlement of the 
reparation question. In his annual report, dated December 
10 of that year, he said: 


As time goes on and practical experience accumulates, it be- 
comes always clearer that neither the reparation problem, nor 
the other problems depending upon it, will be finally solved until 
Germany has been given a definite task to perform on her own 
responsibility, without foreign supervision and without transfer 
protection. 


It was not until the end of 1928, however, that this 
movement for a final and definitive reparation settlement 
really took form. The difficulty lay in the fact that neither 
of the interested parties was willing to take the initiative 
in raising the question through fear that its ultimate bar- 
gaining position might be weakened thereby. Yet it was 
perfectly apparent that both Germany and her principal 
reparation creditor, France, were eager for a definitive 
agreement. Germany expected from such an agreement 
not only the removal of uncertainty from her general situ- 
ation, but also a reduction in the payments themselves. 
France was actuated primarily by a desire to create con- 
ditions under which she would be able to mobilize, through 
commercialization, a substantial part of her share in repara- 
tion receipts. Opportunity finally presented itself in Sep- 
tember, 1928, for the opening up of the question. This 
opportunity came in connection with the political issue con- 
cerning the evacuation of the Rhineland, which the Ger- 
mans raised at the Assembly of the League of Nations. 

For domestic political reasons, Chancellor Mueller of 
Germany was endeavoring to obtain from the Allies, es- 
pecially France, agreement to an evacuation of the Rhine- 
land, which was under occupation by the Allied troops in 
accordance with the provisions of the treaty of Versailles, 
before the expiration of the fifteen-year period stipulated 
in the treaty. The French expressed a willingness to dis- 
cuss the question, but on condition that at the same time 
the question of a final and definitive reparation settlement 


should also be discussed. The Germans were unwilling at &. These 
first to have the two questions linked together, but final MiRjmely, 
agreed to a formula, in accordance with which the two ques. ##y direct 
tions were to be discussed simultaneously, but not together, ing appr 
All these negotiations were carried on at a series of con- fis to be: 
ferences of the principal countries involved in the repara- Byovernm 
tion question, held at the Beau Rivage Hotel in Geneya, annuity, 
On September 16, 1928, the following joint statement was J of the st 
issued : Each 
At the conclusion of the third conversation, which has taken ditior 

place today, the representatives of Germany, Belgium, France, ome 
Great Britain, Italy, and Japan are able to record with satisfac. [ay righ 
tion the friendly conditions in which an exchange of views has § mainder 
taken place regarding the question under consideration. An agree. partial p 
ment has been reached between them on the following points: we shall 
1. The opening of official negotiations relating to the request _— 
put forward by the German Chancellor regarding the early evacu- is Fr 
ation of the Rhineland. various 
2. The necessity for a complete and definitive settlement of the [fit impos 
reparation problem and for the constitution for this purpose of a Spa pro 
committee of financial experts to be nominated by the six govern. Bin accor 
ments.... distribu 
In December, 1928, the scheme was officially approved = : 

Ww 


by the governments concerned. A committee of experts, 
similar to the Dawes Committee of 1924, was created, con- 
sisting of experts appointed by the six countries enumerated 
in the Geneva statement and of two American experts. The 
work of this committee resulted in the drafting of the 
Young Plan, 
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VII. Tue Younc PLAn 


The Young Plan—so-called because the committee of 
experts which drafted it worked under the chairmanship 
of Owen D. Young—was signed on June 7, 1929. During 
the four months of the committee’s sessions, a rather com- 
plicated procedure was followed. At first an attempt was 
made to fix the size and number of the annuities for which 
Germany was to be made definitely responsible. It was 
found that this task could not be performed immediately, 
since “the amounts were to a considerable extent contin- 
gent upon the machinery and form of payment.” Accord- 
ingly, the committee turned its attention to the devising of 
such machinery. Here, however, it was found that some fy the 
of the important details of the scheme could not be agreed fféuring 
upon until the size and number of the annuities were fixed. cial 
With the broad outlines of the new system of payments ffémicab] 
accepted, the committee then returned to the question of the lige 
the annuities, and, having solved that question, completed ketion 
its task by elaborating the details of the system of pay- Repara 
ments. In our analysis of the plan, we shall deal first with the nur 
the size and character of the annuities, and then with the 
mechanism of discharging them. 

The Young Plan provides for substantially lower an 
nuities than the standard annuity under the Dawes Plan. 
Under it, Germany’s whole reparation obligation is to be 
discharged in 59 annual payments. These payments are to 
begin with a sum of 1,707.9 million marks in the fiscal 
year 1930-31, and rise gradually to a maximum of 2,4288 
million marks in 1965-66. The average for the 37 yeat 
period is thus 1,988.8 million marks, to which are to be 
added annually 61.2 million marks for the service of the 
Dawes loan, making the total average payment during the 
period 2,050 million marks. During the remaining 22 years) 
the payments are to be smaller, dropping in 1966-67 to™§* sen 
1,607.7 million marks, with the final payment in 1987-8 riba 
equal to 897.8 million marks. ae 
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These atinuities are to be derived from two sources, 
Mmely, the German railways and the German budget. 
direct tax will be levied on the German railways, yield- 
ing approximately 660 million marks a year ; the remainder 
isto be made up out of the general budget of the German 
svernment. The railway tax is to cease after the 37th 
anuity, and the German budget is to provide the bulk 
of the sums necessary for the remaining annuities. 

Each annuity is to be divided into two parts. The first 
part, equal to 660 million marks, is to be regarded as un- 


1 § onditional, and must be met on the specified dates without 
® ay rights of postponement on Germany’s part. The re- 
as mainder of each annuity may be subject to complete or 
artial postponement, in accordance with the system which 
we shall describe below. 
‘st As regards the allocation of the annuities among the 
arious creditor powers, the committee of experts found 
he [itimpossible to adhere to the percentages laid down in the 
fa [Spa protocol of 1920 and the Paris Agreement of 1925, 
Mm Bin accordance with which the Dawes annuities had been 
distributed. A compromise was finally reached, under 
ed |vbich the British and Belgian shares of the annuity 
4s, were somewhat reduced, and a slight reduction was 
yn. made in the American share. The average annual re- 
ted tints of Germany’s creditors were fixed as follows for the 
rhe purst 37 years : France, 1,046,500,000 marks ; Great Britain, 
the 409,000,000 marks; Italy, 213,700,000 marks; Belgium, 


115,500,000 marks ; the United States, 66,100,000 marks ; 
Japan, 13,200,000 marks; Yugoslavia, 84,000,000 marks ; 
Rumania, 20,100,000 marks ; Portugal, 13,200,000 marks; 
agece, 7,000,000 marks ; and Poland, 500,000 marks. The 
fMount needed for the service of the Dawes loan is to be 
tleducted from the unconditional portion of the annuities, 
and of the remainder, 500,000,000 marks are to be in- 
cluded in the French share. 

Apart from the annuities thus fixed, the Young Plan 
proposes that a clean sweep be made of all other financial 


was [claims and counter-claims as between Germany and her 
telv, [cteditors, arising out of the war and the treaty of peace, 
itin- by wiping them out altogether. The committee of experts 
ord- §has made an exception, however, in the case of Belgium’s 


chim against Germany because of the mark currency issued 
bythe German occupation authorities on Belgian territory 
during the war; this claim has been made the subject of 


xed. §cial German-Belgian negotiations which have led to an 
rents Bmicable agreement. Moreover, the Young Plan proposes 
n of Mile liquidation of all the existing machinery for the col- 
leted lection and distribution of German payments, namely, the 
pay- BXparation Commission, the Transfer Committee, and all 
with ff'te numerous organs of control set up under the treaty of 


Versailles and the Dawes Plan. In their place, the Young 
a proposes the establishment of a Bank for Inter- 


r an B"4tonal Settlements, to be the sole agency for handling the 
Plan, '*Paration annuities. 
to be | The scheme of organization for the International Bank 
re to been devised by the authors of the Young Plan in 
fiscal ch a way as to minimize the direct influence of govern- 
4288 fments in the administration of its affairs. The Bank is to 
Wavea capital of $100,000,000, supplied in one of two ways: 
to be ther by the Central Banks of Germany, France, Great 
yf the #PMtain, Italy, Japan, and Belgium, and by a selected bank- 


'sgtoup in the United States (the latter provision having 
fg made in view of the inability of the Federal Reserve 
r-“€m to participate in the Bank), with each country con- 
“Suting an equal share; or by these same Banks and a 
umber of other Central Banks chosen by them, in such 
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a way that the contribution of each of the seven principal 
countries would be no less than $8,000,000. The adminis- 
tration of the International Bank is to be in the hands of 
a board of directors, selected as follows: not more than 
two for each of the seven principal participating countries, 
with France and Germany reserving the right to have three 
each during the period of the German annuities. These 
directors are to be appointed by the governors of the re- 
spective Central Banks, and are empowered to elect ad- 
ditional directors, not more than nine in number, to rep- 
resent other participating countries. 

The authors of the Young Plan did not design the 
International Bank to be a transfer agency for the repara- 
tion payments. Under the Plan, Germany is to “assume 
the responsibility for raising and transferring the annui- 
ties,” and the Bank to “take over the work of their receipt 
and disbursement.” In addition to these “essential or obli- 
gatory” functions, the Bank is to be organized also to 
perform “auxiliary or permissive” functions, which are 
described as follows in the Plan: 

In the natural course of developments it is to be expected that 
the Bank will in time become an organization . . . for furnishing 
to the world of international commerce and finance important 
facilities hitherto lacking. Especially it is to be hoped that it 
will become an increasingly close and valuable link in the coopera- 
tion of central banking institutions generally—a cooperation es- 
sential to the continuing stability of the world’s credit structure. 

The Plan leaves the precise nature of these general 
functions of the Bank to later formulations by a special 
committee set up to draft the Bank’s statutes, and concerns 
itself with a definition of the Bank’s reparation functions. 
In its capacity as a trustee for the creditor governments, 
the Bank will receive from Germany monthly one-twelfth 
of the annuity for the current year. The currency in which 
the payment is to be made would be chosen by the Bank, 
since the latter would need both marks and foreign cur- 
rencies in the discharging of its duties. The marks would 
be needed primarily for handling deliveries in kind, the 
Plan giving Germany the right to discharge a part of the 
first ten annuities in that manner, in amounts ranging 
from 750 million marks during the first year to 300 million 
marks during the tenth year. These marks would be de- 
posited to the Bank’s account at the Reichsbank. The 
remainder of the payment would be made in foreign cur- 
rencies, directly to the International Bank. 

This method of operation is fundamentally different 
from that which obtained under the Dawes Plan. The 
Dawes annuities were payable in marks to the account 
of the agent-general for reparation payments, and the re- 
sponsibility of the German government ended there. The 
task of converting these marks into means of payment 
acceptable to the creditor countries (gold, foreign cur- 
rencies, goods, etc.) devolved on the agent-general, whose 
duty it was to make such conversion only with due regard 
to the currency and general financial stability of Germany. 
This transfer protection disappears in the Young Plan, 
but in its place certain facilities are provided for Germany 
in the handling of the transfer problem on her own ac- 
count. Under the Young Plan, the International Bank may 
arrange for Germany a partial or complete moratorium or 
postponement of payment, for a period not exceeding two 
years. Moreover, Germany may receive temporary as- 
sistance from the Bank in the form of short-term loans 
of foreign currencies. All applications for postponement 
are subject to a preliminary investigation by a special 
advisory committee, appointed by the governors of the 
participating Central Banks. 
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Elaborate provisions are made in the Plan for the dis- 
tribution of the Bank’s profits. The greater portion goes 
to the shareholders and for the creation of a general re- 
serve fund. Of the remainder, three-quarters are to go to 
the participating countries, and one-quarter additionally 
to Germany to be applied to the last 22 annuities. 

Finally, the Young Plan provides for the commerciali- 
zation of a part of the reparation debt. The method of 
procedure here would be the capitalization of a part of 
the annuity not subject to postponement, and the issuing 
by the International Bank of German bonds, representing 
this capitalized portion of the annuity, which could be 
offered for general sale. 


VIII. AGREEMENTS GROWING OuT OF THE YOUNG PLAN 


Before the Young Plan could go into effect, it had to be 
formally accepted and approved by authorized representa- 
tives of the countries concerned. This process was gone 
through at two conferences, held at The Hague, August 
6-29, 1929, and January 3-22, 1930. In addition to the 
ratification of the Young Plan, several important agree- 
ments grew out of these conferences. 

At the first Hague conference, the center of the stage 
was held by Philip Snowden, British Chancellor of the 
Exchequer, who had assumed that office after the Young 
Plan had been drawn up. Mr. Snowden objected to the 
revision of the Spa percentages which was involved in 
the plan and demanded the restoration of the British 
share in the reparation receipts to the full value it would 
have had under the Spa arrangement. After prolonged 
and bitter bargaining, the British demands were finally 
satisfied, partly by rearranging slightly some of the Young 
Plan figures, and partly by an offer on the part of Italy 
to guarantee to Great Britain an annuity of 7,000,000 
marks based on Italy’s receipts of liberation payments 
from Czechoslovakia. At the same time arrangements 
were made to protect British export trade from competition 
involved in a continuation of deliveries in kind. 

Having satisfied the British demands and having, in its 
political commission, settled the question of the evacuation 
of the Rhineland, the first Hague conference proceeded 
to create special committees to study and report on various 
problems concerned with the setting up of the Young 
Plan. The two most important of these committees were 
the one to draft the statutes of the Bank for International 
Settlements, and the one to deal with the question of 
non-German reparations. 

The committee on the Bank statutes sat at Baden-Baden. 
under the chairmanship of the principal American expert 
represented on it, Jackson E. Reynolds. Much divergence 
of views developed, especially as to the Bank’s functions 
and the relations between the International Bank and the 
various Central Banks participating in its ownership. A 
compromise was finally reached, under which the functions 
of the Bank, apart from its duties in connection with rep- 
aration annuities, were specifically defined. The operations 
of the Bank are defined as follows: buying and selling of 
gold coin and bullion; holding of gold; making advances 
to Central Banks, or obtaining advances from them, on 
gold, bills of exchange, or other first-class security; dis- 
counting, rediscounting,, buying, or’ selling. of foreign ex- 
_ change, The following operations are expressly-prohibited : 
issuing of banknotes payable to bearer ; accepting of bills; 
granting loans to governments; opening current accounts 
for governments ; acquiring of controlling interest in un- 


dertakings ; retaining ef property which may be taken ove, 
by the Bank as cover for liabilities by third parties long 
than is necessary to dispose of it advantageously. All the 
provisions were made in order to insure a minimum of 
competition between the. International Bank and the var. 
ous Central Banks. In addition, the statutes provide thy 
the Bank must conform to the policies of the Centra 
Banks in participating countries, and that such Banks may 
object to any proposed transaction which may concer 
them. 

The committee on non-German reparations sat in Paris 
and had to deal with a large variety of subjects. Within 
its province fell the problems of Austrian, Hungarian, anj 
Bulgarian reparation payments; those of the liberation 
payments by the heirs of the Austro-Hungarian Monarchy: 
and those of the various claims and counter-claims among 
these countries. No definite agreement could be reached 
by the committee, and its problems were referred to th 
second Hague conference. 

The second Hague conference accepted the statutes 
the International Bank substantially as drafted by th 
Baden-Baden committee. It had, however, to face an 
settle an important question which had arisen at Baden 
Baden and had been referred to it, namely, the preci Amen 
conditions of moratorium which the Bank would be author wil 
ized to grant Germany. The Germans maintained that th faa ti 
moratorium provision should give them the right to appl OBL 
for a postponement at any time. The creditor nations, vl ¢ 
the other hand, were in favor of a provision under whid 8000, 
the Germans would undertake to clear up the arreang ”* 
under any postponement granted to them before apply ae” 
for another one, and an agreement was finally a he 
along these lines. At the same time, a plan was worked Wf settlen 
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and accepted for the issuing by the International Baig 41 
of a commercial block of German reparation bonds, 9 contin 
to the amount of $300,000,000. morat 

An important problem confronted by the second Hag All. 
conference was in connection with sanctions. The You -. 
Pian recommended that all the sanctions or penalties pi ell 
vided in the treaty of peace for non-fulfilment by Germ on 
of her reparation obligations should be abrogated. To tH ord 
the French government found it impossible to assent. 
agreement was finally reached, under the terms of whi « in 
the creditors retained the right to have any disagreemé Youn 
as to whether or not the German government was hones é 
fulfilling its obligations submitted to the Permanent Cot XR 


of International Justice, and in the event of the Cour 
deciding that Germany was at fault, to regain compl 
freedom of action as regards sanctions. As 1 

Eastern European reparations threatened for a time differe 


wreck the conference. Their discussion became neces the go 
partly because the Young Plan recommended a dissolit of the 
of Germany’s joint responsibility for the reparation Of and th 
gations of her former allies, and partly because the se lem, T 
ment of the British demands at the first Hague confer Europ 
involved Czechoslovak liberation payments. The Aust contin, 
question was settled quickly enough: the reparation mg o, 

torium which that country enjoys until 1943 will bel then p 
tinued, and after that year she will make payments ag 

gating 23,000,000 gold crowns. The Bulgarian ques bia 
was more difficult, but finally agreement was reached, ut mation, 


which Bulgaria will pay an average of about 11,00) 
Swiss francs a year for 37 years. The real difficulty 
presented by the Hungarian question. \ 

The problem of Hungarian reparations was compli 
by the fact that under the treaty of peace Hungarian 
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Ndners in portions of former Hungary which had been 
veded to Rumania, Czechoslovakia, and Yugoslavia are 
entitled to compensation for their property, which has been 
ropriated, and that the government of these countries 
jemanded that these claims be cancelled against their share 
of the Hungarian reparation payments. To this Hungary 
would not consent, maintaining that the two obligations 
were separate and that the claims of her citizens are in 
excess of her reparation liability. An intricate compromise 
was finally reached, under which Hungarian reparation 
payments were fixed and provisions were made for the 
jquidation of the compensation claims. 

A slightly complicating factor was introduced into the 
econd Hague conference by the announcement that a 
separate agreement regarding American claims against 
Germany arising out of the war was concluded just before 
the opening of the conference. The Young Plan, following 
the example of the Dawes Plan, has included German 
pyments to the United States in the reparation annuity. 
It became necessary for the Hague conference to make 
the necessary adjustment in the totals, since under the 
‘J American-German agreement, the German government 
will make payments to the United States directly, rather 
than through the Bank for International Settlements. These 
payments will comprise 40,800,000 marks a year until 
1981 on account of mixed claims, and sums ranging from 
8000,000 marks to 17,000,000 marks a year until 1965 
on account of army occupation costs. Right of moratorium 
granted to Germany for periods not exceeding two and 
Ge-half years. In incorporating the recognition of this 
settlement into the Hague protocol, the conference wrote 
ina provision under which Germany undertook not to 
continue payment to the United States while enjoying a 
moratorium with respect to her other creditors. 

All these arrangements of the second Hague conference 
were incorporated in a protocol of ratification of the Young 
Plan; five separate treaties were made—with Germany, 
Austria, Bulgaria, Hungary, and Czechoslovakia—and a 
treaty with Switzerland defining her relations with the 
Bank for International Settlements, which is to be estab- 
lished on her territory, in the city of Basel. With the 
signing of these documents on January 20, 1930, the 
Young Plan formally went into effect. 
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IX. RELATION BETWEEN INTER-ALLIED AND REPARATION 
DEBTS 


_As was stated in an earlier section of this monograph, a 
ifference of view developed soon after the war between 
the government of the United States and the governments 
ofthe Allied countries as to whether or not the inter-allied 
and the reparation debts should be considered as one prob- 
km. The American answer to this question was, No; the 
European answer was, Yes. In this respect, the situation 
continues today as it was ten years ago. 

On November 3, 1920, writing to Mr. Lloyd George, 
then Prime Minister of England, President Wilson said: 

This government has endeavored heretofore in a most friendly 


pirit to make it clear that it cannot consent to connect the rep- 
tation question with that of intergovernmental indebtedness. 
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Chargé d'Affaires in Washington, Secretary 
ughes said: 


rian 


The government of the United States has consistently main- 
lained the essential difference between the questions of Germany’s 
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capacity to pay and of the practical methods to secure reparations 
from Germany, and payment by the Allies of their debts to the 
United States, which constitute distinct obligations. 


The French debt-funding negotiations, conducted in 
1925 by M. Caillaux, broke down primarily because of 
the refusal of the American Debt Commission to incor- 
porate in the agreement a “safeguarding clause,” under 
which France’s debt payments to the United States would 
be made partly dependent upon her own receipts from 
Germany. The signing of a separate American-German 
agreement on war claims is predicated on a consistent 
application of the policy of keeping the two sets of war 
debts separate and distinct. 

Europe, on the other hand, has just as consistently fol- 
lowed the policy of regarding all the war debts as one 
problem. The Balfour principle was an expression of this 
policy. The “safeguarding clause,” of the kind that M. 
Caillaux failed to obtain in Washington, written into his 
settlement of the French debt to Great Britain, was an- 
other. 

The most far-reaching expression of this policy is con- 
tained in an agreement signed in connection with the Young 
Plan by Germany and her priricipal creditors regarding 
an alleviation of her reparation burden in case of any 
reductions in the payments which the creditor nations have 
to make on account of their war debts. In this agreement, 
these outpayment requirements of the creditor nations are 
set forth for the whole 59-year period of the operation of 
the Young Plan. Provisions are made that, during the first 
37 years, if the debt payments of the creditor nations 
should be reduced, the reparation annuity would likewise 
be reduced to the extent of two-thirds of the relief ob- 
tained by the creditor nations; during the last 22 years, 
the whole amount of the relief will be applied to the re- 
duction of the reparation annuity. 

Even with the reductions from the London schedule of 
payments of 1921 and from the Dawes Plan, the repara- 
tion annuities fixed by the Young Plan exceed the com- 
bined war debt payments of the Allied countries, as may 
be seen from Table IV of the Statistical Summary. (See 
page 11.) During the first 37 years of the Plan, the maxi- 
mum annuity is 2,428,800,000 marks, while the maximum 
annual out-payments are 1,573,700,000 marks. During the 
last 22 years, the figures are respectively 1,711,300,000 
marks and 1,703,300,000 marks. They are equal only from 
the 53d to the 59th years. 


X. Economic Factors INVOLVED IN THE LIQUIDATION 
OF THE War DEBTS 


All the war debts, whether inter-allied or reparation, are 
foreign obligations of governments. As such, they require 
a two-fold economic process for their liquidation. In the 
first place, the debtor government must obtain within its 
country the amount in domestic currency equal to the 
payment to be made. Then it must convert this domestic 
currency into foreign currencies or some other form of 
payment acceptable to the creditor country. Government 
budgets, as well as trade and service operations, in the 
debtor countries are involved in the liquidation of the debts. 

This general process is very much simplified for most 
of the countries involved in the war debt situation. On 
the balance, Germany and her former allies are net debtors, 
while the United States is a net creditor. All the other 
countries are both creditors and debtors, and, for practically 
all of them, their own receipts are equal to or greater than 
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their out-payments. By using these receipts directly for 
their payments, they escape the process of currency con- 
version. It is in the case of the net debtors that this process 
really acquires a great significance. We shall illustrate its 
meaning by reference to Germany, by far the largest of 
the debtor nations. 

In order to meet the Young annuities, the German gov- 
ernment must have in its budget an excess of revenues 
over expenditures equal to an average of slightly over two 
billion marks a year over a period of 37 years. A small 
part of this sum will be used in Germany for various ad- 
ministrative expenditures in connection with the applica- 
tion of the Plan. A somewhat larger part will also, during 
the first ten years, be expended in Germany for the pur- 
chase of goods and materials which will constitute deliv- 
eries in kind. The bulk of each annuity, however, will be 
payable in foreign currencies. These foreign currencies 
Germany will be able to obtain only if she sells to foreigners. 
She may, indeed, obtain these currencies by means of bor- 
rowing. But in that case, she would simply be paying off 
one debt and acquiring another. 

This is precisely what happened in Germany during the 
operation of the Dawes Plan. The value of Germany’s 
exports and of the services she rendered to foreigners 
during the five years of the Plan’s operation was smaller 
than the value of her imports and of the services she re- 
ceived from other countries. She made up the difference 
by means of borrowing, and she met her reparation pay- 
ments also out of borrowing. In the future, if Germany is 
to fulfil her obligations under the Young Plan, she must 
either continue her borrowing, or else develop an adequate 
excess of exports over imports in her trade and service 
operations. 

A commercialization of the reparation debt does not 
change the nature of the process one bit. It simply substi- 
tutes private individuals for governments as creditors, but 
it leaves the debtor government in exactly the same posi- 
tion as when the debt was intergovernmental in nature. 

The process of receiving debt payments by a creditor 
country is just the reverse of the above. Such a country 
must, in the long run, buy from foreigners more goods 
and services than it sells to them. If it does not care to do 
that, the only thing it can do is to re-invest the payments 
in foreign countries. 


XI. ARGUMENTS FOR AND AGAINST FURTHER REVISION OF 
Dest SETTLEMENTS 


Ever since the end of the war, the question of the war 
debts has been the subject of numerous and heated discus- 
sions. Arguments, both moral and economic, have been ad- 
vanced for and against a complete cancellation of all finan- 
cial obligations growing out of the war, as well as for and 
against varying degrees of revision of the debt settlements 
that have been negotiated. 

The movement for complete cancellation has had its 
greatest development in Great Britain, and perhaps the 
clearest presentation of the arguments in favor of such ac- 
tion is contained in the Balfour Note of August 1, 1922. 
Of the moral side of the question of the inter-allied debts, 
the then British Secretary of State for Foreign Affairs 
spoke as follows: 


Can the present world situation be looked at only from the 
narrow financial standpoint? It is true that many of the Allied 
and Associated Powers are, as between each other, creditors or 
debtors, or both. But they were, and are, much more, They were 


partners in the greatest international effort ever made in the caug Mm an ac 
of freedom; and they are still partners in dealing with some, Mm 
least, of its results. Their debts were incurred, their loans wer A cred 
made, not for the separate advantage of particular states, byt in an en 
for the great purpose common to them all, and that purpose has & cancellat 
been, in the main, accomplished. To generous minds it can never only con 
be agreeable, although for reasons of state it may perhaps be 
necessary, to regard the monetary aspect of this great eventasa\f Thea 


thing apart, to be torn from its historical setting and treated as tion deb 
no more than an ordinary commercial dealing between traders 9. al 
who borrow and capitalists who lend. ed 


On the economic side, Mr. Balfour argued that a can § sponsibi 
cellation of the war debts would hasten Europe’s recovery fj «cepta! 
to normal economic conditions. For the same reason of § them hz 
economic expediency, Mr. Balfour urged, as his govern. § trans 
ment’s view, the need of cancelling also all reparation fj tetness 
obligations. bility fo 

In the United States, the arguments in favor of cancel. aud her 
lation of the debts or at least a substantial revision of the § ment fo 
settlements made have been mainly on the grounds of ff theecor 
moral considerations. There are, broadly speaking, three § tt 
main arguments. The first is that the war advances were § lulfilme 
really in the nature of a gift, rather than a loan. The sec. ff Muatio 
ond, that the United States made advances to the Allies  20rm 
during the period when American military forces were 
still negligible, and that the loans should therefore be con- 
sidered merely as part of the cost of the war. The third 
is that, by insisting on repayment of the debts, the United 
States places itself in a position of great unpopularity, or 
as the joint statement of the faculties of Columbia and 
Princeton Universities put it, the debt settlements i a 


be reconsidered “because of the growing odium with whidy 


this country is coming to be regarded by our Europea cg 
associates.” Italy 


The principal arguments against cancellation and in fa 9 Begium 
vor of the settlements negotiated have come, naturally, § Poland 
mainly from responsible spokesmen of the United States Jj Cechos 
government, since it is the American debt policy that has Jj Xumani 
been responsible for the manner in which the inter-allied J Yugosla 
debts have been handled. So we find Secretary of the fj Austria 
Treasury Houston, in a communication to the British , 
Chancellor of the Exchequer, dated March 1, 1920, saying: thoni 


A general cancellation, as suggested, would, while retaining the Latvia ‘ 
domestic obligations intact, throw upon the people of this country J Lithtan 
the exclusive burden of meeting the interest and of ultimately Jj Hungar 
extinguishing the principal of our loans to the Allied govern- *AlL 
ments. This nation has neither sought nor received substantial 
benefits from the war. On the other hand, the Allies, although 
having suffered greatly in loss of lives and property, have, under 
the terms of the treaty of peace and otherwise, acquired very 
considerable accessions of territories, populations, economic and 
other advantages. It would, therefore, seem that if a full account 
were taken of these and of the whole situation, there would be ‘ 
no desire nor reason to call upon the government of this country ountr 
for further contributions. 


In replying to the advocates of cancellation or revision, ey 
Secretary of the Treasury Mellon has repeatedly called ‘and 
attention to the following arguments: 1. That the language 
of the acts of Congress authorizing war loans is too & 
plicit to permit of an interpretation that would make these 
loans appear in the nature of gifts; 2. That the present 
value of all debt-funding agreements negotiated by the 
United States, with the sole exception of Great Britain, § 
no greater than the amounts actually borrowed by these 
countries after the termination of hostilities, the advances 
made during the war having thus been cancelled ; and * 
That cancellation of the debts on the ground of Americas 
unpopularity as a creditor would mean a blow to est@ 
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Migished principles of credit. In this last connection, replying Taste III 
UyY an advocate of cancellation, Mr. Mellon said: Composition of the Reparation Annuities Under the Dawes Plan 
ee A creditor is never popular, but a debtor without credit is not (In 000,000's of gold marks) 
but in an enviable position. ... Are you so sure that your policy of 1924-25 1925-26 1926-27 ~—-1928-29 
has 4 gncellation will mean a happier future for a world which will German External Loan 800 
vet) only continue to trust those who keep a promise once made? Interest on Railway 
be f Nati f th 200 595 550 660 660 
sa\§ The arguments in favor of a cance lation of the repara- Intevest cn Industrial 
1a Hf tion debts have been based, on the moral side, on the ques- Debentures ........ a. 125 250 300 300 
fs Fon of Germany’s war guilt. In the treaties of peace, Transport Tax ....... és 250 290 290 290 
Germany and her allies were forced to accept solemn re- Budget ............+. 250 410 500 1,250 
an. | sponsibility for having started the war, and it is upon this a 1,000 1.220 1,500 1,750 2.500 
ery acceptance that the justice of demanding reparation from 
of § them has been predicated. Since the war, a school of his- Tims 1V 
tn. torians has developed which is inclined to doubt the cor- ” — 
tion | tectness of imputing to the Central powers sole responsi- Reparation Annuities ——— ae Plan and Out-Payments 
tility for the war. The same argument that clears Germany patiasalaeenesvinemaprin 
cel. @ and her allies of war guilt constitutes also a moral argu- (Un ceepee's of Retchsmarks) 
the ment for the cancellation of all reparation liability. As for 
heeconomic argument, it runs along exactly the same lines 
hree @ Sin the case of the inter-allied debts, namely that the | 1,707.9 965.1 
vere {| {ulfilment of the debt settlements concluded means a con- 1,685.0 ae 
sec.  inuation, for generations to come, of an economically 
normal situation in the world. 1,199.0 
,939. 1,271.8 
XII. StatisticAL SUMMARY 1,977.0 1,334.0 
hird Taste I 1,995.3 1,352.5 
vited | 2,042.8 1,375.0 
American Debt-Funding Agreements | 2,155.5 1,487.6 
Britain.....June 19,1923 4,600,000 3.3 1460.9 
April 29,1926 4,025,000 16 2,199.5 1456.9 
«Nov. 14, 1925 2,042,000 4 2215.2 1,472.3 
band 14, 1924 178,560 461. 
Ceechoslovakia Oct. 133, 1925 185,071 3.3 
t has Rumania Dec. 4,1925 66,561 3.3 1491.1 
allied Yugoslavia... May 3, 1926 62,850 1.0 2'353.3 1,498.1 
the Austria® Dec. 7, 1928 35,603 2,364.6 1509.4 
‘ag: isttonia Oct. 28, 1925 13,380 1354. 499. 
me May 1, 1923 9,000 3.3 
ig the latvia, Sept. 24, 1925 5,775 3.3 2370.6 1515.4 
Sept. 22, 3. 2,380.5 1,525.4 
nately Hungary April 25, 1924 1,939 2,398.3 1,543.2 
*All the details not yet available. 2,390.2 1,535.0 
402. 046. 
under 2428.8 1573.7 
be Cancellations in the American Settlements 1,607.7 
rior t . 
(In co's of Delters) 1,613.1 
itland 9,190 7,413 19.3 1,662.3 1,621.5 
rision, Hungary... 1,984 1,596 19.6 665.7 1,624.9 
o ex: 5,893 4,755 19.3 685-4 16446 
tat Britain. .4,715,310 3.788.470 “680, 
resent 1,700.4 1,659.6 
46,945 35,172 25.1 52 1 711 3 1 670 5 
ain, 18 483.426 225,000 53.5 1,691.8 1,691.8 
4,230,777 1,996,509 52.8 1,703.3 1,703.3 
vances 18,128 6,300 65.3 1,683.5 1,683.5 
ind 3. 66,164 20,030 69.7 925.1 925.1 
ericas Billy 2,150,150 528,192 75.4 897.8 897.8 
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TABLE V 


Distribution of Reparation Annuities Under the Young Plan 
and Under the Spa Protocol 


(In Percentages) 


Country Young Plan Spa Protocol 
Bawwire 20.4 22.00 
0.0* 

100.0 100.00 


* Less than 0.1 per cent. 


XIII. 


Following is a selected list of books on the subject of 
the war debts. Official presentation of the American debt 
settlements may be found in Combined Annual Reports of 


the World War Foreign Debt Commission, 1927. A ¢g af R 


plete bibliography of primary sources on reparations 
contained in European Econonuc and Political Survey, 
May 15, 1929, published by the American Library in Paris, 


Keynes, J. M., The Economic Consequences of the Peace, 1920, 
New York, Harcourt, Brace and Company, $2.50. 


Moulton, H. G., and Pasvolsky, L., World War Debt Settlements, 
1926, New York, Macmillan Company, $2.00. 


National Industrial Conference Board, The Inter-Ally Debts ang 
the United States, 1925, New York, The Board, $2.50. 


National Industrial Conference Board, The International Finan. 
= Position of the United States, 1929, New York, The Board, 
5.00. 


Dexter, P., and Sedgwick, J. H., The War Debts: an American 
View, 1928, New York, Macmillan Company, $1.50. 


Moulton, H. G., The Reparation Plan, 1924, New York, McGraw- 
Hill Book Company, $2.50. 


Moulton, H. G., and McGuire, C. E., Germany’s Capacity to Pay, 
1923, New York, McGraw-Hill Book Company, $2.50. 


Auld, G. P., The Dawes Plan and the New Economics, 1927, New 
York, Doubleday, Doran and Company, $2.50. 


Sering, M., Germany Under the Dawes Plan, 1929. 


Additional copies of this issue may be secured 
for 15 cents each. 
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